
460

12 CFR Ch. VII (1–1–98 Edition) § 741.0

741.204 Maximum public unit and nonmem-
ber accounts, and low-income designa-
tion.

741.205 Reporting requirements for credit
unions that are newly chartered or in
troubled condition.

741.206 Corporate credit unions.
741.207 Community development revolving

loan program for credit unions.
741.208 Mergers of federally insured credit

unions: voluntary termination or conver-
sion of insured status.

741.209 Management official interlocks.
741.210 Central liquidity facility.
741.211 Advertising.
741.212 Share insurance.
741.213 Administrative actions, adjudicative

hearings, rules of practice and procedure.
741.214 Report of crime or catastrophic act

and Bank Secrecy Act compliance.
741.215 Records preservation program.
741.216 Flood insurance.
741.217 Truth in savings.
741.218 Involuntary liquidation and creditor

claims.
741.219 Investment requirements.

AUTHORITY: 12 U.S.C. 1757, 1766, and 1781–
1790.

Section 741.4 is also authorized by 31 U.S.C.
3717.

SOURCE: 60 FR 58504, Nov. 28, 1995, unless
otherwise noted.

§ 741.0 Scope.

The provisions of this part apply to
federal credit unions, federally insured
state-chartered credit unions, and cred-
it unions making application for insur-
ance of accounts pursuant to Title II of
the Act, unless the context of a provi-
sion indicates its application is other-
wise limited. This part prescribes var-
ious requirements for obtaining and
maintaining federal insurance and the
payment of insurance premiums and
capitalization deposit. Subpart A of
this part contains substantive require-
ments that are not codified elsewhere
in this chapter. Subpart B of this part
lists additional regulations, set forth
elsewhere in this chapter as applying
to federal credit unions, that also
apply to federally insured state-char-
tered credit unions. As used in this
part, ‘‘insured credit union’’ means a
credit union whose accounts are in-
sured by the National Credit Union
Share Insurance Fund (NCUSIF).

Subpart A—Regulations That
Apply to Both Federal Credit
Unions and Federally Insured
State-Chartered Credit Unions
and That Are Not Codified
Elsewhere in NCUA’s Regula-
tions

§ 741.1 Examination.
As provided in Sections 201 and 204 of

the Act (12 U.S.C. 1781 and 1784), the
NCUA Board is authorized to examine
any insured credit union or any credit
union making application for insurance
of its accounts. Such examination may
require access to all records, reports,
contracts to which the credit union is
a party, and information concerning
the affairs of the credit union. Upon re-
quest, such documentation must be
provided to the NCUA Board or its rep-
resentative. Any credit union which
makes application for insurance will be
required to pay the cost of such exam-
ination and processing. To the maxi-
mum extent feasible, the NCUA Board
will utilize examinations conducted by
state regulatory agencies.

§ 741.2 Maximum borrowing authority.
Any credit union which makes appli-

cation for insurance of its accounts
pursuant to Title II of the Act, or any
insured credit union, must not borrow,
from any source, an aggregate amount
in excess of 50 per centum of its paid-
in and unimpaired capital and surplus
(shares and undivided earnings, plus
net income or minus net loss).

§ 741.3 Criteria.
In determining the insurability of a

credit union which makes application
for insurance and in continuing the in-
surability of its accounts pursuant to
Title II of the Act, the following cri-
teria shall be applied:

(a) Adequacy of reserves—(1) General
rule. State-chartered credit unions
must meet, at a minimum, the statu-
tory reserve and full and fair disclosure
requirements imposed on federal credit
unions by Section 116 of the Act and
part 702 of this chapter.

(2) Charges against reserves. State-
chartered credit unions may charge
losses, including losses other than loan
losses, against the statutory reserve in
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accordance with either state law or
procedures established by the state su-
pervisory authority. However, charges
for losses other than loan losses shall
be made only after notification to the
Re- gional Director, unless the credit
union’s ratio of capital to assets is
greater than 6 percent and the charge
reduces the ratio by no more than 1⁄2
percent. For purposes of this section,
capital is defined as the total of the
Regular Reserve, the Allowance for
Loan Losses, the Allowance for Invest-
ment Losses, Undivided Earnings, and
other reserves.

(3) Special reserve for nonconforming
investments. State-chartered credit
unions (except state-chartered cor-
porate credit unions) are required to
establish an additional special reserve
for investments if those credit unions
are permitted by their respective state
laws to make investments beyond
those authorized in the Act or the
NCUA Rules and Regulations. For any
investment other than loans to mem-
bers and obligations or securities ex-
pressly authorized in Title I of the Act
and part 703 of this chapter, as amend-
ed, state-chartered credit unions (ex-
cept state-chartered corporate credit
unions) are required to establish and
maintain at the end of each accounting
period and prior to payment of any div-
idend, an Investment Valuation Re-
serve Account in an amount at least
equal to the net excess of book value
over current market value of the in-
vestments. If the market value cannot
be determined, an amount equal to the
full book value will be established.
When at the end of any dividend period,
the amount in the Investment Valu-
ation Reserve exceeds the difference
between book value and market value,
the board of directors may authorize
the transfer of the excess to Undivided
Earnings.

(b) Financial condition and policies.
The following factors are to be consid-
ered in determining whether the credit
union’s financial condition and policies
are both safe and sound:

(1) The existence of unfavorable
trends which may include excessive
losses on loans (i.e., losses which ex-
ceed the regular reserve or its equiva-
lent [in the case of state-chartered
credit unions] plus other irrevocable

reserves established as a contingency
against losses on loans), the presence
of special reserve accounts used specifi-
cally for charging off loan balances of
deceased borrowers, and an expense
ratio so high that the required trans-
fers to reserves create a net operating
loss for the period or that the net gain
after these transfers is not sufficient to
permit the payment of a nominal divi-
dend;

(2) The existence of written lending
policies, including adequate docu-
mentation of secured loans and the
protection of security interests by re-
cording, bond, insurance, or other ade-
quate means, adequate determination
of the financial capacity of borrowers
and co-makers for repayment of the
loan, and adequate determination of
value of security on loans to ascertain
that said security is adequate to repay
the loan in the event of default;

(3) Investment policies which are
within the provisions of applicable law
and regulations, i.e., the Act and part
703 of this chapter for federal credit
unions and the laws of the state in
which the credit union operates for
state-chartered credit unions, except
state-chartered corporate credit
unions. State-chartered corporate cred-
it unions are permitted to make only
those investments that are in conform-
ance with part 704 of this chapter and
applicable state laws and regulations;

(4) The presence of any account or se-
curity, the form of which has not been
approved by the Board, except for ac-
counts authorized by state law for
state-chartered credit unions.

(c) Fitness of management. The offi-
cers, directors, and committee mem-
bers of the credit union must have con-
ducted its operations in accordance
with provisions of applicable law, regu-
lations, its charter and bylaws. No per-
son shall serve as a director, officer,
committee member, or employee of an
insured credit union who has been con-
victed of any criminal offense involv-
ing dishonesty or breach of trust, ex-
cept with the written consent of the
Board.

(d) Insurance of member accounts
would not otherwise involve undue risk to
the NCUSIF. The credit union must
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maintain adequate fidelity bond cov-
erage as specified in § 741.201. Any cir-
cumstances which may be unique to
the particular credit union concerned
shall also be considered in arriving at
the determination of whether or not an
undue risk to the NCUSIF is or may be
present. For purposes of this section,
the term ‘‘undue risk to the NCUSIF’’
is defined as a condition which creates
a probability of loss in excess of that
normally found in a credit union and
which indicates a reasonably foresee-
able probability of the credit union be-
coming insolvent because of such con-
dition, with a resultant claim against
the NCUSIF.

(e) Powers and purposes. The credit
union must not perform services other
than those which are consistent with
the promotion of thrift and the cre-
ation of a source of credit for its mem-
bers, except as otherwise permitted by
law or regulation.

(f) Letter of disapproval. A credit
union whose application for share in-
surance is disapproved shall receive a
letter indicating the reasons for such
disapproval, a citation of the authority
for such disapproval, and suggested
methods by which the applying credit
union may correct its deficiencies and
thereby qualify for share insurance.

(g) Nothing in this section shall pre-
clude the NCUA Board from imposing
additional terms or conditions pursu-
ant to the insurance agreement.

§ 741.4 Insurance premium and one
percent deposit.

(a) Scope. This section implements
the requirements of Section 202 of the
Act (12 U.S.C. 1782) providing for cap-
italization of the NCUSIF through the
maintenance of a deposit by each in-
sured credit union in an amount equal-
ing one percent of its insured shares
and payment of an annual insurance
premium.

(b) Definitions. For purposes of this
section:

(1) Insurance year means the period
from January 1 through December 31;

(2) Insured shares means the total
amount of a credit union’s share, share
draft and share certificate accounts, or
their equivalent under state law (which
may include deposit accounts), author-
ized to be issued to members, other

credit unions, public units, or nonmem-
bers (where permitted under the Act or
equivalent state law). ‘‘Insured shares’’
does not include amounts in excess of
insurance coverage as provided in part
745 of this chapter; and

(3) Normal operating level means a
total value of the NCUSIF equity
equaling 1.3 percent of the aggregate of
all insured shares in insured credit
unions as of the end of the preceding
insurance year, or such lower value as
established by action of the NCUA
Board.

(c) One percent deposit. Each insured
credit union shall maintain with the
NCUSIF during each insurance year a
deposit in an amount equaling one per-
cent of the total of the credit union’s
insured shares as of the close of the
preceding insurance year. The deposit
amount shall be adjusted annually on a
date to be determined by the NCUA
Board.

(d) Premium. Unless waived by the
NCUA Board, each insured credit union
shall pay to the NCUSIF, on a date to
be determined by the NCUA Board, an
insurance premium for that insurance
year in an amount equaling one-
twelfth of one percent of the credit
union’s total insured shares as of the
close of the preceding insurance year.

(e) Redistribution of NCUSIF equity.
When the NCUSIF exceeds its normal
operating level, the NCUA Board will,
at least annually, make a propor-
tionate adjustment for insured credit
unions of the amount necessary to re-
duce the NCUSIF to its normal operat-
ing level. Such adjustment will be in
the form determined by the NCUA
Board and may include a waiver of in-
surance premiums, premium rebates,
and/or distributions from NCUSIF eq-
uity.

(f) Forms 1304 and 1305. A certified
copy of Form 1304 will be provided to
all federally insured state-chartered
credit unions and Form 1305 to all fed-
erally chartered credit unions in con-
nection with the computation and
funding of their annual premium pay-
ment and any change in their one per-
cent deposit. Form 1305 also includes
the annual operating fee. Forms 1304
and 1305 are invoices and are
precalculated based on the credit
union’s previous year’s insured shares.
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